Like many low-income countries, Timor-Leste faces challenges in providing employment for and increasing the skills of its labor force -challenges made more acute by high fertility rates, a very young population, and the capacity constraints of a new nation. However, there is limited information for policymakers to formulate appropriate policies. The paper presents findings of the first urban enterprises survey in independent Timor-Leste. It explores several aspects of the Timorese urban labor market, including the profile of formal and informal enterprises, their behavior in terms of employment and wage-setting practices, and constraints on firm growth. It also presents findings on the skills and training needs of urban employers, and constraints faced in overcoming skills shortages. It finds a highly informalized urban enterprise scene, where even "formal" enterprises are largely micro-enterprises. While there has been considerable action in terms of new firm creation since independence, there is already surprisingly low job creation or destruction. This is driven by a number of constraints in and outside the labor market. With respect to wages, the impacts of the informal minimum wage policy inherited from the interim international administration suggest the need for caution in future wage policy development. While employers identify many skills gaps, basic literacy, numeracy and language skill needs dominate, and employers appear to value short course and less formal modes of skills training to address their needs. The paper concludes with suggestions for addressing the key constraints identified.
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1.
Since independence, Timor-Leste (TL) has confronted a range of social and economic challenges. Some are related to the economic volatility common to post-conflict countries as reconstruction-related spending rises rapidly and then subsides (though it has performed well in comparison to other post-conflict countries). Some relate to the challenges of establishing institutional and governance structures in a newly independent state with low human capital endowments. Others relate to the efforts of a resource-dependent state to diversify its sources of production and employment. Finally, Timor Leste is a very poor country, with per capita GDP in 2004 of only US$366. The challenges to develop a broad-based and sustainable pattern of growth are made more pressing by a high population growth rate and the need for employment of a young population.
2.
This report focuses on urban labor markets in Timor-Leste. As in any economy, labor market outcomes are a result of many influences, both inside and outside the labor market itself. Factors outside the LM can include macroeconomic policies, political stability, the business climate, demographics, and the education and training systems. These factors produce a mix of supply and demand side influences on the LM which feed into employment outcomes. They are also likely to have major impacts on the composition of employment between the formal and informal sectors. Promoting employment growth -preferably in the formal sector -is therefore not simply a matter of having employment-friendly labor market policies, but of having the appropriate mix of macro and microeconomic policies. Even with a sensible mix of policies, open economies -particularly small open economies with heavy dependence on a sectorally narrow production base -will remain vulnerable to exogenous shocks. However, many of the employment-promoting policies that make sense in the absence of shocks can be even more important when shocks hit in terms of how rapidly the economy is able to adjust to shocks. This section looks at some of the key developments and policies in Timor-Leste outside the LM in order to provide context to the detailed discussion of urban LMs in the main part of the paper.
3.
The growth path of Timor Leste in recent years has been volatile, with both strong positive and negative shocks to the economy in a short period. Violence in 1999 resulted in a sharp drop in non-petroleum GDP, by around 35 percent. This was followed in 2000 and 2001 by high growth of 15 and 17 percent respectively as massive foreign reconstruction aid came in, reaching US$ 300 per capita in FY02. The boom years were followed by a strong demand shock in 2002 and 2003 as GDP declined 6 percent in each year, before recovery in 2004 on the back of new petroleum production. However, despite renewed growth, GDP per capita has declined in the face of a high population growth rate. These macroeconomic developments are likely to have had significant impacts on the labor market, both in terms of uncertainty and in terms of geographical concentration in and around Dili of growth even in the periods of positive shocks. Despite the challenging situation, the Government has exercised prudent macroeconomic management.
4.
TL is, and is likely to remain for the foreseeable future, a highly rural economy. Poverty is also higher in rural areas, with around 45 percent of the population below the poverty line in 2000, against around 25 percent in urban areas. Productivity in rural areas is also low, with agriculture, livestock, fisheries, and forestry accounting for around 80 percent of all selfemployment in Timor Leste (the dominant form of employment), but only 30 percent of nonpetroleum GDP. A third of the rural population is wholly dependent on subsistence agriculture. Environmental degradation and population pressures suggest that agricultural productivity will be difficult to improve.
5.
The economy remains highly dependent on petroleum revenues, which are expected to reach US$5.8 billion over the coming 20 years. However, this is unlikely to be a source of significant employment, and the country will need to diversify its sources of employment. The coffee industry is presently the major non-petroleum source of production, and 28 percent of households earn some income from coffee. Public sector employment -around 17,000 including the armed forced -is likely to remain a major source of employment for the more skilled.
6.
Infrastructure is very under-developed in TL, and factor costs are high. The road network is in very poor condition, and vulnerable to rain and mudslides. Electricity is among the most costly in the world for commercial users. Despite this, access to electricity in district capitals is limited to a few hours per night, and most of the rural population has no access to power. Telecommunications are expensive, with phone calls around four times the price of Indonesia.
7.
A relatively positive point of recent development is the financial sector, though progress has been from a very low base. As of mid-2005, there were three commercial banks in operation, with a seven-fold increase in lending between 2003 and 2004 . While this lending activity has contributed considerably to growth in assets in Dili, financial services have not to date been widely available outside the capital, although they are growing. Microfinance, which operates mostly outside Dili, is also gaining momentum. While there are therefore institutions serving the high and low ends of the market, there remains a "missing middle" in the sector.
8.
As could be expected in a country at TL's income level, social indicators are poor. Around 40 percent of adults are illiterate. On the positive side, access to education has increased dramatically over time, especially for the poor, with net primary enrollment rates reaching about 80 percent. However, net secondary school enrollment is only 30 percent. About one child in ten never goes to school. Health indicators are improving gradually, but remain poor. The mortality rate for children under five has declined from 165 per 1,000 live births in the period 1989-1993 to 83 per 1,000 in the period 1999-2003, and IMR is 85. Yet half of children under five are stunted, and approximately two out of every five non-pregnant women and one out of every four men have a low body-mass index.
9.
Given the range of challenges outlined above, the business climate assumes unusual importance in terms of the potential for stimulating employment growth. In this regard, there have been some positive policy developments. Solid progress has been made in completing the regulatory framework for private sector development, with law on commercial societies, insurance, and domestic and foreign investment promulgated. Laws on payments and bankruptcy are currently under development. Despite this, firms face a challenging business environment in many key areas.
10.
A recent Business Climate Assessment for Timor-Leste provides a useful comparative picture of the national business climate along a range of dimensions. Overall, in comparative terms, the business climate in Timor-Leste is not conducive to easy operation of formal businesses, with the ability to enforce contracts a particularly problematic area, with Timor-Leste ranked the worst performer in the world on this indicator in 2006 Doing Business. The business climate therefore appears likely to limit business (and hence employment) growth. Some key findings in this respect are as follows:
•
The time and particularly costs involved in starting a business in Timor-Leste are high relative not only to developed countries but also to many neighboring countries. This can be seen in Figure 1 . In Timor-Leste, the average number of days required to start a business is 92 days. This is less than a number of developing countries such as Indonesia, Mozambique and Brazil, but substantially higher than many Pacific and East Asian countries. In terms of the cost of staring a business (relative to income per capita), the costs in Timor-Leste are even higher, at 125 percent of GDP per capita. This compares to Indonesia at 102 percent of GDP, Mozambique at 95 percent, and East Asian countries much lower, at 30 percent in PNG, 21 percent in Malaysia, 6 percent in Thailand, and only 3 percent in Hon Kong. • The flexibility of labor regulations is another factor in incentives to formality and willingness to hire new workers. Relative to most East Asian and Pacific countries, Timor-Leste's labor regulations are reasonably rigid, though less so than both Indonesia and the bulk of Lucaphone countries. The comparative flexibility of labor regulations is shown in Figure 2 , where lower scores indicate greater flexibility and higher scores less flexibility. The index is composed of sub-indicators on difficulty of hiring and firing, and rigidity of work hours. On the sub-items, Timor-Leste stands out as having a particularly difficult environment for hiring of workers. • For a country such as Timor-Leste with very limited domestic capital, a negligible indigenous industrial base and dependence on technology-intensive industry such as oil, the degree to which policy stimulates investment and trade is unusually important. Figure 3 shows an index of protection provided under local law to foreign investors, and indicates that Timor-Leste provides weak protection to foreign investors relative to regional comparators. • as businesses become formal and grow, they become increasingly dependent on their ability to enforce contracts with business partners, workers, and creditors/debtors. The time and cost of contract enforcement is therefore a critical factor in the incentives that businesses face. Comparative findings on this question are presented in Figure 4 . Timor-Leste is a clear outlier in terms of both time and costs involved in enforcing contracts, being dramatically higher on both counts than all regional comparators. 11. In summary, it is clear that macroeconomic shocks, inherited structural challenges and in some areas current policies are major factors in any discussion of labor markets in Timor-Leste. Even the most smoothly functioning labor markets would have struggled to generate sustainable employment in the face of such conditions. This is even more the case when the young and growing population structure of Timor-Leste is taken into account (see below in LM discussion). However, the challenging context within which employment is taking place makes the need for employment-promoting policies within the labor market even more important, as Timor-Leste can not afford the luxury of letting sustained high growth overcome any shortcomings of labor and related policies. The following section discusses LM developments within Timor-Leste which have taken place in the face of the challenging macro environment.
(ii)
The Labor Market in Timor-Leste
12.
(i) Labor Market data: Data on Timor-Leste in general, and on its labor markets in particular, are extremely weak and this hinders effective policy analysis and advice. The Timor Living Standards Survey (TLSS) of 2000 is considered the most reliable and comprehensive information, but reflects living standards and labor market conditions immediately following the end of Indonesian occupation, when major donor presence created specific labor market dynamics in Dili and to some extent beyond which were unlikely to reflect a longer-run equilibrium. Census data collected in 2004 are more recent, but naturally provide a much less comprehensive picture of living standards and employment patterns, and are yet to be analyzed at the unit record level. 13.
Given the paucity of up-to-date labor market information, a survey of formal and informal urban enterprises was carried out in August-September 2004 in Dili, Baucau and Maliana, with financial support from the Danish Government and the World Bank, and with the endorsement of the then Secretariat of Labor and Solidarity (L&S), now the Ministry for Labor and Community Reinsertion. The objectives of the survey were to:
• Provide up-to-date information on some key elements of urban labor markets, including firm features and needs, worker characteristics, wages, and skills issues. While the information gathered was limited, it is nonetheless considered useful in such as data-poor environment.
• Act as a resource for Government officials, Labor Boards, employers and unions, and other key stakeholders as they develop labor and employment policy.
•
Inform the policy advice of the World Bank and other agencies on labor, employment and skills issues.
Inform the design of future household/labor and enterprise surveys through identification of areas needing more detailed enquiry.
14. For all practical purposes, this was a survey of all formal enterprises (a census), which were the existing enterprises on the business register in the towns surveyed, and numbered 494. In addition, a representative sample of 552 informal/household establishments was also surveyed, to understand their characteristics and role in employment generation. There were separate survey instruments for formal and informal enterprises, with a common core of questions. The details of the survey are provided in Annex 1. This study reports the findings of the survey, also drawing on earlier work on wage policy and the training and vocational education (TVET) system in Timor Leste. (ii) Labor Market features: Timor-Leste is a primarily agrarian economy, dominated by self-employed workers. Below is a short overview of labor market features in Timor Leste, based mainly on the TLSS. The main LM characteristics are: a. Unemployment Rates: Timor-Leste has high urban unemployment (ILO definition) with workers in Dili/Baucau facing the highest unemployment rates at 20 percent. In rural areas, unemployment is low, but underemployment is suspected to be high, and productivity low.
b. Labor Force Participation by Gender and Education: Labor force participation rates are significantly higher for men (81 percent) than for women (40 percent). In fact, one of the major puzzles in Timor Leste is that female labor force participation (FLFP) rates seem to be very low (as measured by the TLSS). In a regime of high poverty, such low FLFP may point to measurement problems on women's work. This is discussed in a later section. c. Unemployment is higher among the educated than the non-educated, a pattern seen in many developing countries. In a regime of scarce employment opportunities, those with no schooling are most likely to be in the labor force, probably because they can less afford not to be working (or looking for work) compared to those with more education. Finally, in terms of the gender gap, one fourth of the women compared to one in seven men are unemployed, so that concerns about female unemployment are an important factor in Timor Leste. d. Large youth cohorts and high urban youth unemployment: Timor-Leste has an increasingly young population and will be seeing higher numbers of young workers entering the workforce in coming years due to its demographic profile. The ability of the labor market to absorb the large inflows of young workers will be a key social and economic challenge in the short term, but also the medium term ( Figure 5 ). As of 2001, unemployment rates were highest among the youngest cohorts in urban areas and declined sharply with age. Thus, unemployment rates among urban 15-24 year olds were 43 percent, but declined to 17 percent for the 25-34 years olds, and nine percent of the over-35 year olds. Thus, a major issue in Timor-Leste's employment policy will likely be how to control and in time reduce youth unemployment.
e. 
Findings of the Urban Enterprises Survey 2004
16.
As outlined above, in order to address the gaps in knowledge about the urban labor market and investment climate, during August-September 2004, a survey of 487 formal and 552 informal establishments was fielded in Dili, Baucau and Maliana districts. The survey was administered to the manager or owner of the enterprise, whoever was available. The main aim of the survey was to get information on size, dynamism and characteristics of the enterprises, wages, wage setting, barriers to growth, and their relationship to jobs and skills in Timor Leste. In addition, the Government as well as key stakeholders such as trade unions, employers, researchers and donors were keen to get information on existing skills of workers, the demand of further skills development and the importance of existing labor market institutions and laws.
17.
The survey asked questions on sector and place of operation, number of workers employed in types of jobs, annual turnover source of startup capital, growth in employment over time, hiring practices, training provided, needs of employers in terms of trained employees, social protection provided to employees, and some information on wages. Also, the survey asked enterprises about the potential impact of a minimum wage if it were enforced. Timor-Leste is currently considering the legislation of a MW and there is some controversy, as to whether this would adversely affect employment. The survey provides important information about the potential impact of such a MW.
18.
In the absence of basic information on enterprises and the labor market, the survey is a useful step. The findings are presented in the following sections. However, it also had some important limitations, due to which it provides at best a "quick and dirty" understanding of the urban labor market, and which imply important caveats on the analysis, including:
• The survey was conducted over a short period, and thus is subject to issues of seasonality.
•
Since the survey was intended to elicit responses from employees about their enterprises, a large number of questions were perception based. These introduce subjectivity, which makes an analysis of the labor market difficult. On some questions respondents could also provide multiple answers without ranking.
Since questions were asked only of employers or managers, and not of employees, this provides a picture of the functioning of the firm. Its lack of connection to a household survey or a survey of employees prevents it from being a comprehensive analysis of the labor market.
• Translation of the questionnaire into Bahasa Indonesian and the re-translation of the responses into English posed challenges.
(i) Characteristics of Urban Enterprises
19.
(a) Employment in Urban Enterprises: Urban enterprises, even formal ones, are very small establishments. Table 1 below shows that almost three-fourths of formal enterprises have less than 10 workers, almost one-fifth employ 10-20 persons, and a little over 8 percent have more than 20 workers. Thus, even most formal enterprises would conform to the international definition of microenterprises and some would be considered small enterprises. Only a very small proportion is large or even medium enterprises. 
20.
Informal enterprises seem almost entirely to be household ventures, operating with the labor of the owner or family members. Table 2 shows that over 53 percent of informal enterprises have only one person, about 47 percent employing between 2-10 and less than 0.5 percent having over 10 workers. The majority of the workers in household enterprises are family workers and large numbers are either unpaid or paid in kind. Therefore, informal enterprises are not a major source of employment for workers other than their owners. 
21.
Since there is little information on gender differences in employment in Timor-Leste, the results of the survey are important. Ownership by sex showed that owners of formal enterprises were predominantly men, the gender differences among wage workers in these enterprises tell a familiar story. The gender gap by skill level appears to be the most pronounced among manual, and less so among service workers. Either manual work in formal enterprises is considered a "male" job, or women's' skill level in manual work is limited and hence they are unlikely to be in these jobs. Since manual workers also comprise the largest single category of workers in formal enterprises (Table 3) , the closure of this avenue may contribute significantly to women's low participation in urban employment. The gender gap narrows with higher skill levels, but administrative, technical and managerial workers form such a small proportion of the total workforce in formal enterprises that this does not have a major impact on women's employment. 
(b)
Scale of Operation of Urban Enterprises: Information obtained on turnover of urban enterprises confirms their small size, with the large majority being very small ventures and only a minority medium or large. Table 4 shows that over 15 percent of formal and almost half of informal enterprises have an annual turnover of under USD 1000. Overall, over 93 percent of informal and over 60 percent of formal enterprises have an annual turnover of under USD 10,000. 
(c) Sectoral Composition of Urban Enterprises:
In keeping with trends in other low-income countries, urban enterprises in Timor-Leste are predominantly in trading and to a lesser extent in the construction and services sector. Informal enterprises are almost entirely small trading ventures -perhaps operating from the home and street stalls as vendors and hawkers, as well as petty repair shops (see also section on location of enterprise).
(i) Formal Sector:
Over two-fifths of formal enterprises operate in wholesale and retail trade and in maintenance and repair. Another one-fifth operates in the construction sector. This is in keeping with the understanding that construction is a growing sector in TL.
4 Services such as health, education and other social services make up another 18 percent of formal enterprises. Hotels and restaurants are 12 percent of these enterprises, while mining is only 5 percent and manufacturing even lower, at less than 3 percent (consistent with TLSS). Therefore, to reiterate: trading, of diverse kinds and perhaps heterogeneous -is at the core of formal enterprises, and growth in construction and hotels are a symbol of economic growth. Services are more in the nature of private hospitals, clinics, schools, hotels and restaurants. How persistent employment in these sectors will be in the face of macroeconomic slowdown remains to be seen. 
25.
When disaggregated by size of enterprise, we find a surprising homogeneity in sector of operation, with trading dominating every category of enterprise -from the micro to the large ( Figure 6 ). Thus, the picture of a predominantly petty trading economy in urban areas emerges. Among significant sectors, it is construction and hotel business where a relatively greater heterogeneity appears. Thus, while only about 11 percent of the smallest enterprises are in the construction sector, over 21 percent of the small and medium enterprises are in construction. Similarly, while only about 8-9 percent of the micro (smallest) and small enterprises are in the hotel business, this proportion increases to over 17 percent for enterprises with a turnover of over USD 1000. 
26.
(ii) Informal sector: Informal enterprises are almost entirely (93 percent) in trading and petty maintenance (e.g. auto, bicycle, small machinery repair). About 3 percent of informal enterprises are in the hotel and restaurant business and 2 percent are in services (see Figure 7 ). National Origin: The majority of formal enterprises are owned by Timorese who lived in Timor Leste prior to 1999 (see Figure 8 ). However, while they constitute three-quarters of the owners of enterprises whose turnover is less than USD 10,000, their share declines as the turnover of enterprises grows, and foreign firms acquire an increasing (though still not dominant) share.
ii. Gender: One of the major conundrums in Timor Leste is that female labor force participation (FLFP) rates seem to be very low as measured by the TLSS, despite high poverty in the country. When we look at the ownership of enterprises by sex, we find that only 16 percent of the formal, but almost 43 percent of informal, enterprises are owned by women (see Figure 9 ). This may be due to measurement and response bias. In most developing countries, women are more likely than men to be self-employed, rather than wage employed. Moreover, they are also more likely than men to be unpaid workers in household enterprises. For these reasons and others (such as the often part-time and seasonal nature of their work), their participation in the labor force is often undermeasured. In the case of Timor-Leste, since the differentials by sex in formal and informal enterprises are so distinct that we may speculate that the TLSS may have under-measured women's labor force participation. On the other hand, it is also possible that women are more likely to be in the informal and less in the formal sector. But ownership is only part of the story of gender differences in the urban labor market. Women's participation in wage work in these enterprises is discussed in another section.
iii.
Age: An analysis of ownership of the enterprises by age shows that owners are on average below 40 years of age. The mean age for owners of formal enterprises is 39 years, the range is 18-82 and their median age is 38.5. In the case of informal enterprises, the average and median ages of owners too are only slightly different at 37 and 35 years respectively (see Figure 10 ). 
28.
Location: Where do these enterprises operate from and does this give us an indication of their size and scale of operation ? The results are presented in Figure 11 . Only one-fourth of the informal and about 38 percent of formal enterprises have a "formal" place of business such as a factory, shop or kiosk. Conversely, almost 61 percent of the informal and about 43 percent of the formal enterprises are home-based. While the former is no surprise, the latter points to the fact that even formal enterprises are small and have characteristics of informality.
29.
Overall, the snapshot that emerges is not of formal establishments that have manufacturing businesses, but that of enterprises that are small, operating from the home or from construction sites (perhaps as construction contractors rather than large construction companies). Informal businesses clearly appear to be very small family owned enterprises that operate from the home, or streets and market stalls. This is consistent with the sectors in which these enterprises operate (trading and petty services dominating). 
30.
In keeping with the sectoral composition of formal enterprises, discussed later, over onetenth operate out of construction sites. About 13 percent of the informal establishments operate through street and market stalls, or as mobile vendors. This lack of a fixed place of work and predominantly home-based work of informal enterprises, conforms to the picture of informality that exists in most developing countries in Asia. likely that -as in the rest of both developed and developing worlds -new firms may have high failure rates in the first few years and find it difficult to grow. In terms of employment, while informal enterprises employ the bulk of the urban labor force, their growth has been slow if not stagnant in the last two years. Figure 12 shows that the vast majority of the formal firms started after 1999, with the largest burst in numbers occurring between 1999 and 2000, and after a slight decline in 2001, there was again an increase in 2002, followed by another decline in 2003 and the first three quarters of 2004.
(i) Growth in Number of Firms:
5 Although the survey was in the field only until September 2004, the decline in numbers of enterprises between 2003 and 2004 seems to point to the effects of the withdrawal of UNMISET. Informal enterprises show a similar trajectory, though with a much less sharp decline after 2003 compared to formal units, probably because they cater to the local market, rather than the expatriate market. Overall, the numbers prior to 1999 should not be given great attention, as they most likely simply reflect dominant Indonesian ownership of businesses during the occupation period. 
34.
(ii) Employment Dynamics: Over the last two years, the bulk of enterprises -both formal and informal -remained unchanged in their number of workers, though there appears to be a net increase in hiring in 10 percent of formal enterprises (see Figure 13 ). The informal sector in particular is virtually stagnant, with neither job creation nor destruction, reflecting the family nature of establishments. In the context of increasing inflow into the labor force, with growing cohorts of youth, the failure of firms to create net employment (or even to generate job turnover, which might be a source of productivity growth) is problematic for the economy.
35.
Employers were also asked about their plans for hiring in the coming year. On this question, the answers of formal and informal sector employers show considerable divergence, with formal sector employers overwhelmingly indicating that they plan to hire, while informal establishments -which account for the large bulk of employment -for the most part remain uncertain about their hiring plans (see Table 6 ). Such uncertainty is not surprising given the various shocks to which urban Timorese labor markets have been exposed since the late 1990s. However, given the demographics of sustained net inflows to the labor force, the data on hiring plans gives cause for concern about the capacity of Timor to create employment for urban youth. In addition to hiring history/plans, the survey asked about preference in hiring between younger and older workers and recruiting methods.
(i) Age:
The survey asked questions on perceptions of respondents (usually owners or managers) about hiring younger as compared to older workers. Concerns in Timor Leste about younger workers being less likely to get jobs are strong, and youth unemployment rates in urban areas are high. However, employers of both formal and informal employers overwhelmingly reported that they make no distinction based on age in hiring decisions ( Figure  14) . To the extent that they make a distinction, there is a preference for younger workers. These findings need to be interpreted cautiously given the lack of recent hiring, but are nonetheless of interest.
38.
If there really is no age-based discrimination in hiring, and it is younger workers who dominate self-employment, further research needs to address both the macro and individual levels determinants of youth unemployment in Timor-Leste, which may be due to reasons of skill gaps, motivation, and other barriers to entry into the workforce. For example, emerging research indicates that it is more difficult for 15-24 youth group to find a paid job as compared to older groups aged between 25 and 54, controlling for individual characteristics. 6 Another factor which warrants further research is on duration of youth unemployment. This is high in many countries, but is also often of short duration compared to older workers. Source: UES, 2004 39.
(ii) Recruiting Methods: Results of the survey indicate that the predominant source of recruiting employees is through informal means -family, friends, or word of mouth. Hardly any enterprises -formal or informal -use formal methods of hiring, again pointing to pervasive informality even in formal enterprises. 40.
(c) Startup Capital and Insights into Profitability: About one quarter of formal and almost 90 percent of informal firms have startup capital of less than USD 1,000 (Figure 15 ). This confirms the overall picture of very small enterprises, and greater similarities rather than differences between registered and unregistered (formal and informal) enterprises. Even the sources of startup capital indicate a remarkable degree of homogeneity among the two types of enterprises. Only about seven percent of either category use non-personal or family resources as startup capital, indicating that institutional sources are almost non-existent for the purposes for financing these ventures.
6 See Nguyen and Subbarao (forthcoming) on youth in TL. Table 10 ). Others were lack of adequate demand and (mainly for formal enterprises) lack of appropriate workers. The barrier of adequate financing indeed appears to be a key source of concern since, startup capital is overwhelmingly from private, non-institutional sources, for both types of enterprises. Underdeveloped credit markets -despite the impressive this growth in recent years -and lack of aggregate demand both appear to be barriers to firm growth. Given the different policy implications of the two, warrants further investigation. Source: UES, 2004 43.
(e) Non-wage Benefits for Workers:
The survey asked about several non-wage benefits (see Table 9 ). As might be expected, overall, there is significant divergence in non-wage benefits claimed to be provided between formal and informal enterprises. Employers in formal enterprises claim to provide more substantial benefits than would be expected of such small ventures. However, this picture of non-wage benefits in urban enterprises must be taken with an important caveat. Since the survey asks questions of owners and managers, they may well have tailored their responses in the context of the prevailing laws and procedures. Therefore, further research is needed before conclusive statements can be made. 44.
With this caveat, we find that less than half the formal enterprises give a written contract to their employees. A little over one-third give a contract to all their employees. Almost none of the informal enterprises provide a written contract and this is consistent with their "informal" status. This is not surprising given the findings presented in Section 1 on the time and costs of contract enforcement, but may also be a reflection of high levels of social capital in Timor-Leste. However, surprisingly, severance pay appears to be the norm among formal enterprises, as the large majority of them give severance pay to their employees. In fact only 7.5 percent of them do <1,000 1,001-5,000 5,001-10,000 >10,000 USD Percent not provide severance pay to any of their employees. Among informal enterprises the reverse holds, with only about 7 percent providing any severance pay. Given the emerging structure of informality among enterprises -both formal and informal -in terms of contract, size, location, sector, and other aspects, the high prevalence of formal sector severance pay needs further analysis and understanding. Given the low turnover in employment seen earlier, it would appear that few employers have to date been required to fulfill their stated obligations on severance pay. The results therefore can perhaps be interpreted more as an indication of awareness among formal sector employers of their obligations to pay severance in case of dismissal rather than evidence of consistent severance payments already made. 45.
Another surprising aspect of both types of enterprises is the unexpectedly high proportion that claim to provide health benefits. More than half the formal and almost 30 percent of informal enterprises provide health benefits to employees. Whether the responses include publicly provided health benefits is unclear, though the prior would be that they may do. Less surprising is the high prevalence of sick/other paid leave that the enterprises give to workers. This fact is often not at variance with informality within the enterprises, as owners can give informal sick leave, and have employees "make up" later. Thus, almost three-fourths of formal and over one-fourth of informal enterprises report giving sick/other leave to some employees. 46. For informal enterprises, payment in-kind represents a significant mode of compensation, as one might expect given the nature of the businesses, with over a third of establishments offering payment in-kind (see Table 12 ). Unfortunately, responses on payment in-kind questions were of questionable quality. Nonetheless, the broad ranking in order of importance of types of in-kind compensation appears to be food, clothing (both paid by the vast majority of establishments paying in-kind), education costs, and shelter. 
47.
Little is known about the main factors which are taken into account in setting wages in Timor-Leste. Unions are still in their infancy and do not play a large role in wage-setting, with a few exceptions such as Dili port workers. There is an informal MW of USD 85, but no statutory wage setting mechanism to date. Thus, with the primary exception of the public sector, wages are set through bilateral negotiations between employers and employees on a highly decentralized basis. The survey results indicate that there is little difference in the basis on which wages are set between formal and informal enterprises. Wages are based first and foremost on the workers' skills, followed by experience and finally affordability of the enterprises (Figures 18 and 19) . Other factors like age of worker and comparative wages appear to play a very small role, and workers' demands play almost no role at all.
48.
(a) Wage Levels: The survey asked about wages and non-wage payments for both formal and informal sector workers. Unfortunately, the quality of responses from informal sector establishments was so poor that the present report does not feel confident to report results. This is regrettable, given the dominance of the informal sector in employment. Nonetheless, some observations and inferences can be drawn from the formal sector wage information, which was considerably more reliable.
49.
The average wage in urban areas in Timor Leste was USD 150 in 2001. 
51.
The wage trajectory of lower skilled workers is challenging to piece together, due to more pronounced lack of comparability between the 2001 and 2004 surveys. In 2001, the lowest decile of urban workers earned a monthly average of USD 59, the lowest quintile a monthly average of USD 74, and the median urban worker earning USD 116. Unfortunately, it is possible reliably to compare only average wages in the urban formal sector in 2004 with these numbers. These can be seen in Table 11 below. Given the dominance of manual and service workers in employment, and the fact that Table 11 represents only the (presumably better-paid) formal sector, it seems safe to assume that the median wage in 2004 was below that of 2001.
Source: UES, 2004 52.
The survey also asked about wages for each urban area by category of worker and also overall by size of firm. The results need to be treated with caution, due to small cell sizes for some groups. However, some clear and apparently reliable patterns emerged. First, as one would expect, Dili had easily the highest wages across all categories of workers. Maliana and Baucau exhibit no consistent pattern of relative wages across worker categories, but this may be driven by small cell size.
53.
As far as enterprise size and wages go, small and small/medium enterprises had the lowest and roughly similar average wage levels for manual workers, with a notable increase for medium sized enterprise manual employees and large enterprises paying the highest average wages for this group. 
54.
In 2004, the range of wages for younger workers was lower than that for older workers (see Table 12 ). This in fact, may be related to why enterprises have no such preference. If younger workers come with less experience, but also command lower wages, one would not 
Box 1: Informal Minimum Wage in Timor Leste in Comparative Perspective
• In absolute terms, the informal MW for Timor-Leste is dramatically higher than the level of MW in countries of comparable income levels, including neighboring Indonesia and Vietnam. A MW level of USD 85 places Timor-Leste close to Uruguay in the 1990s. However, the per capita income of Uruguay was USD 6581 and the average years of schooling for its over-15 population was 7.56 in the 1990s, compared to USD 472 and 4.62 respectively for Timor-Leste.
• The informal MW/AW ratio for Timor-Leste on 2000 was 0.56 in urban areas, or in other words, the MW accounted for 56 percent of average wages. This put Timor-Leste ratio in the "very high" range in international comparison, higher than the Netherlands and Ukraine and closer to countries such as France.
• The monthly MW of West Nusa Tenggara in Indonesia was set at around USD 24 in 2001 and at USD 40 at the end of 2003. The informal MW of USD 85 per month for Timor-Leste is almost twice as high. While cost of living may also be higher in parts of Timor-Leste such as Dili due to heavy donor presence, these differentials between West Nusa Tenggara and Timor-Leste are likely to narrow over time.
• If average years of schooling is taken as a proxy of skill levels, Timor-Leste with average years of schooling of 4.62, is closer to the Dominican Republic, but the latter had a had a MW of USD 42 in the mid 1990s. Thus, even in terms of skill levels, Timor-Leste has high informal MW levels.
• Finally, in terms of per capita income, Timor-Leste is closer to Pakistan, which had a MW of USD 50 in the mid-1990s.
Source: Drawn from Das, 2004 (a) . expect significant age discrimination in hiring. The argument for having a lower MW for younger workers as many countries have done is based on this fact. The MW in Timor-Leste was informally set at USD 85 per month by UNTAET. While this has not been legally binding, it has had an important impact on wage setting in the formal sector, in particular the civil service. Box 1 lays out the situation in Timor Leste with respect to MW, with comparisons from other countries in the 1990s and 2000. Even using only formal sector data from the present survey, it is clear that the informal MW remains very high in terms of relativity to average urban wage in Timor Leste, being equal to the average wage for urban formal sector service workers and around 95 percent of the average wage for urban formal sector manual workers.
56.
A clearer picture of the potential impact of enforcing the currently informal MW emerges if we look at formal enterprises in a disaggregated manner. Firms were asked about the impact on future hiring and firing of enforcing USD95 MW. Figure 20 and Tables 13 to 15 show that the strongest impact of a formal and enforced MW of 85 per month would be felt by smaller enterprises (which employ the bulk of self-employed persons), and enterprises outside Dili. Finally, those enterprises that would be most adversely affected by a MW of USD 85 per month that was enforced would be the ones owned by Timorese, rather than foreign or joint venture firms. Thus, the majority of the informal firms (63 percent) and a substantial chunk of formal firms (40 percent) would be adversely affected (in terms of not growing due to the MW), and this could have very negative effects on future employment in a labor market where there will be increasing cohorts of youth entering the labor force. (iv) Training and Skills in the Urban Labor Market 57. Skills gaps among workers in Timor-Leste have been a prominent subject in the national discourse. In order to elicit information on the scale and nature of the gaps, the survey asked formal enterprises (only) to report on the skills of their employees and training they had received 8 . It also asked about perceived skills gaps in the current workforce and demand for skills among employers.
58.
(a) Skills status and gaps: Employers reported that in each category of workers (manual, service, administrative, technical), except managerial, less than half of workers were fully proficient in their jobs. Managerial workers appear to be the most proficient, and 72 percent of firms reported the managerial category to be fully skilled in their jobs. Enterprises also reported that the categories most likely to have skill gaps (i.e. having no workers that were fully proficient) were administrative (12 percent) and technical/professional (21 percent). In spite of the fact that about half the workers in each category are fully proficient (and another 20-30 percent are almost proficient), enterprises also identified major gaps for each category of workers (Table 16 ).
59.
Across all categories of workers, English and Portuguese language skills were identified as the single most important skill gap. Manual workers need a range of skills, the most important of which appear to be language, technical and practical skills, and basic numeracy/literacy. The most significant skill gaps for service workers seem to be language, customer handling skills, and administrative and financial skills. In the case of administrative workers, enterprises report them as being most deficient in administrative and financial and language skills. Technical and professional workers appear to need language and technical/practical skills, while managerial workers need to hone language skills most, but also their management, administrative, marketing, and negotiating skills. Clearly therefore, language skills and technical skills appear to be the most lacking among workers of formal enterprises.
60.
Employers were further probed on what skills they expected to become more important in the coming two years, as some indication of emerging areas of labor demand. The main areas are listed in Table 17 below. As can be seen, one significant group of skills (i.e. literacy, numeracy and problem solving) are skills that in principle should be being provided through the general education system and hence have policy implications for that sector. Others, such as driving or customer handling, are skills which typically are provided in the private sector or on-the-job training. Others need further assessment of the extent to which public sector and private sector training providers are meeting demand. 61.
From a public policy viewpoint, the above results need to be assessed carefully. Not all the needed skills listed are ones that need to be provided by the public sector. Some skills (e.g. driving) are generally provided through private channels quite effectively. There is clearly a need for assessing where the market failures on skills training are most pronounced in order to assess implications for future training policies. 
(b)
Training provision: Almost 40 percent of the formal enterprises provide some training to their workers. A large part of this training is in-house and on-the-job, but a good 40 percent of the enterprises use external providers as well, either solely or in combination with other methods. The findings are presented in Figure 21 below. The survey results indicate clearly that employers do not value any of the formal training institutions highly in Timor Leste, with even the best rated institutions (short course technical) valued highly by less than 40 percent of formal sector employers. Nonetheless, in relative terms, there are clear differences in the value placed on different types of training institutions. While hiring their employees, formal enterprises appear to value most highly the training their employees receive through short technical courses (Figure 22 ). Second in order of preference are the skills acquired at SLTA, followed by technical and vocational training centers and STM/High schools. Surprisingly, school education (at the high school level) ranks higher than polytechnics. In fact, only 17 percent employers reported that they consider Indonesian universities and polytechnics as important, and this figure was even lower for Timorese polytechnics (less than 10 percent).
64.
The majority of enterprises also reported that they would welcome a standard certification system for different skills. This is an area where the Government has recognized a need and a draft law establishing a national training authority, which would be responsible for development of a certification system, is under consideration. With respect to certification, there has already been considerable work done by consultants to both the former L&S Secretariat and former MoEYCS which could inform the authority's work.
65.
The above results strongly suggest that it is difficult to justify the existing 3 year formal training courses in both post-school and technical high school settings, given that they appear to be so poorly valued by employers and that the unit costs of provision to the budget are high. Better labor market outcomes would appear to be achievable at considerably lower cost in many cases through increased reliance on shorter courses, often offered through non-formal institutions. To the extent that longer course are required, the result suggest a need to explore consolidation options for institutions or possibly seeking to send trainees abroad. These findings are consistent with earlier technical reports on the TVET sector in Timor Leste. 
(d)
Barriers to the Development of a Skilled Workforce: The survey contained a question on factors that constrain enterprises in maintaining a fully proficient work force. Supply side factors dominate among the constraints to developing a trained workforce for formal enterprises (Table 18 ). The constraints seem to be most daunting for manual, service and technical workers. Lack of funding is a common theme for each category of workers. However, in the case of manual and service workers, and less so for technical/professional and administrative workers, there also appears to a serious dearth of suitable courses and training organizations. Employers also think that in comparison with managerial and administrative workers, manual and service workers come into the firm with low qualifications. On the other hand, time constraints do not appear to be significant, indicating that if funding and appropriate training were available, workers would have the time to undertake training. (e) Relevance of Government Sponsored Institutions: It is clear from the above that labor market institutions are still developing in TL. The Government is keen to strengthen these and to improve mechanisms for training, facilitation of employment, tribunals and other institutions. The main point of interface between government-run institutions and employers is the Ministry of Labor and Community Reinsertion and its training and recruitment arm. The survey asked employers about the Employment Centers for Skills Development operated by the then Secretariat (now Ministry) and its relevance to them for training and recruitment of their employees. Only 30 percent of the formal enterprises knew about the public Employment Centers, and only half of those that were aware had actually had any contact with an employment center (see Figure 23) . Even more notably, only eight firms (i.e. less than 2 percent of all formal enterprises) had undertaken any recruitment through the centre. Such low awareness and usage is in part a product of the young age of the centre. However, the results suggest a need to monitor closely if the situation improves over time and the implications for an employment centre-based approach to employment services. Source: UES, 2004 
Conclusions and Policy Implications
68.
Several observations on the environment for employment creation in Timor-Leste emerge from the survey and other evidence. The major points can be summarized as follows:
• Timor-Leste has undergone major macroeconomic fluctuations in recent years which would have challenged even the most resilient economy to sustain job growth. Despite prudent fiscal management, the demand shocks of 2002 and 2003 are likely to be important drivers of employment outcomes. In addition to shocks, TL's low state of economic development also creates a range of challenges for job creation, particularly in the formal sector.
• In the face of such macro and structural challenges, the business environment is less conducive than it could be to creation of good quality jobs in TL. The most negative feature is the high monetary and time costs of contract enforcement, but other elements such as the time and costs of business start-up and the difficulty of hiring workers in labour regulations are also likely to retard job growth. • By any standard, both formal and informal sectors in urban areas can for the most part be described as micro-enterprises. This applies to size of workforce (with less than 1 percent of firms having more than 10 workers), turnover (45 percent of formal and 86 percent of informal enterprises having turnover of less than USD 5,000), and startup capital (onequarter of formal and almost 90 percent of informal firms having startup capital of less than USD 1,000).
• Trading activities dominate at all firm sizes, and in both formal and informal sectors. Another important sector is construction, though it remains to be seen whether this persists as reconstruction needs and donor presence diminish.
• Consistent with their small size, only a minority of Timorese urban firms have a place of work outside the home. This applies to both informal (with only a quarter of firms having a formal place of business) and formal sectors (where only around 38 percent of firms do).
• The decline in formal sector establishments in 2003 and 2004 is a cause for concern, particularly as it has been the only (though small) source of net growth in recent years.
•
The informal sector appears to be virtually stagnant in terms of hiring and firing, with neither creation nor destruction in recent years. While such a pattern has positive stability impacts in the short run, it risks being destabilizing in the long run in the face of large-scale inflows to the urban labour force. Given that worker turnover is also a significant source of productivity growth internationally, it also means that one important source of productivity growth is missing. Informal sector firms also exhibit high uncertainty on hiring plans for the future.
• In both formal and informal sectors, there is a willingness to hire younger workers, provided their skills are appropriate. However, this willingness is probably driven in significant measure by the lower ages they are paid.
• Recruitment in both sectors happens on a highly informal basis. This may have significant implications for public employment promotion efforts.
• Institutional sources of capital for business are negligible and shortage of credit is considered the single most important constraint on urban firms. At the same time, the low start-up costs of firms suggest that there is a major and under-exploited market for smallscale credit. At the same time, lack of demand was also identified as a major constraint, suggesting a need for more careful analysis.
• Real urban wages have almost certainly fallen noticeably in the period [2001] [2002] [2003] [2004] . While precise quantification is difficult, the wages of urban professional workers have probably fallen by around 15 percent in real terms in the period, and that real informal sector pay has probably also fallen (though more work is needed on the latter in particular).
• The informal MW in urban areas remains very high by any benchmark. Furthermore, firms indicate that efforts to formalize and enforce the current informal MW would have significant negative consequences on future hiring, with the effects more pronounced for very small enterprises which employ the bulk of urban workers.
• There are significant skills gaps in the urban labor force. A number of these are skills best provided by the general education system and in some cases, the private sector. It would be important not simply to assume that the public post-general education system is the appropriate vehicle for skills development.
• Training of workers is happening, both in-house and by external suppliers. At the same time, employers have low confidence in existing training providers, most notably polytechnics and schools and training institutions which rely on long-course training.
• Firms identify primarily supply-side factors as major barriers to development of a more skilled workforce. Funding of training is, however, an issue. The introduction of an appropriate training accreditation and certification system is a clear need of firms.
69.
A number of recommendations emerge from the snapshot of the urban labor market in Timor-Leste provided by the UES. They include:
• There are several elements of the broader business environment which would benefit from further reform if Timor Leste is to attract domestic and foreign investment beyond the petroleum industry, which can in turn promote employment growth. Such reforms can not single-handedly solve broader challenges of economic backwardness nor insulate the labor market from exogenous shocks, but they can play a significant role at the margin in maximizing employment growth given the initial conditions and emerging shocks. These relate to contract enforcement, provisions in labor regulations for hiring of workers, and the costs of starting a business. Not only are such onerous provisions likely to impinge directly on employment growth in the formal sector, but they also risk encouraging rent seeking by officials responsible for their enforcement.
• Further research on the urban labor market would be useful. While the UES is a useful first step, serious informational gaps remain, in particular on informal sector wage structure and trends. It would also be desirable to explore the interactions between urban and rural labor markets, in particular seasonal flows between them and whether inflows to urban labor markets are becoming more permanent over time, or alternatively weakening in the face of donor withdrawal from Dili.
• Any moves to formalize a minimum wage for Timor-Leste would benefit from more benchmarking of local wage levels and those of neighboring countries. The current informal MW is high and is not an advisable starting point. A MW at 50-60 percent of average wage is very high by international standards (see Table 20 ), as is the absolute value of the informal MW relative to countries at TL's level of per capita income. 11 In addition, current wage patterns, the demographics of the urban labor market and international practice suggest that a youth minimum wage could be considered if a formal MW is introduced. International evidence indicates that high minimum wages can have negative impacts on employment generation for young people, and Timor Leste has a clear need with its demographic structure to promote a wage policy that facilitates to the maximum extent possible job growth for young people. • Further deepening of credit initiatives would be beneficial in the face of widespread demand and relatively limited start-up financing needs. While progress has been made, the "missing middle" of credit markets in Timor Leste will continue to constrain the ability of firms to grow and generate the additional employment that is needed in urban areas of the country. The capacity for deepening credit markets will depend in part on a strengthened environment for contract enforcement, which is a key element of building the confidence of credit providers to expand coverage.
• Skills enhancement is widely acknowledged as a need at the micro and macro-levels. Higher skills in the workforce are critical to achieving higher productivity, which would in turn stimulate growth and employment opportunities. However, the lack of confidence in the current public training system suggests that a successful strategy would comprise several elements, with a strong role for the private sector. Suggestions which the UES and other work suggest include: -Public sector training could be strengthened through a greater emphasis on short courses, which are the ones most demanded by employers. Current long courses appear not to be achieving skills improvement to an extent that would justify their high unit costs.
-A common accreditation and certification system for training providers would be beneficial. There has been significant preparatory work in this regard, and it is a clear demand from employers.
Involvement of the private sector in both the development of the accreditation system and in development of training curricula would pay dividends in terms of improving skills matching in the country.
Consideration could be given to piloting demand-side interventions to those seeking to upgrade their skills.
Sample size and analytical domains
2. The total sample size was estimated to be 950 enterprises, of which approximately 475 were formal enterprises and approximately 475 are informal enterprises. The formal businesses are sampled via the business register of Timor Leste.
3.
With respect to informal businesses, a survey of households was conducted to locate the informal businesses through the households. Not all households have informal businesses -an estimate is that probably one third of households own or control some sort of informal business. Thus 1,425 households were to be visited to identify with 475 informal businesses.
4.
The sample size of 900 businesses is sufficient to compare the formal and informal sectors. The sample size however does not allow detailed indicators of different industries in the of the labour market, which would require a larger sample size. Nonetheless, the survey provides independent estimates for certain policy relevant subgroups of businesses.
5.
The analytical domains that are identified in this regard are the Major urban centres where businesses are present, that is, the city of Dili in which a majority of the businesses are placed, and Baucau and Maliana, the second and third largest cities of Timor-Leste. Moreover the cities geographically represent the West (Maliana), Centre (Dili) and East (Baucau) of TimorLeste. The key analytical domains of the sampling are presented in Table 1 below: 6. The following sections describe the sampling strategies for the formal and informal sector respectively, but before that it necessary to give operational definitions to the concept presented in Table 1 .
7.
Dili and Other urban centres represent a key distinction in that for example differences in salary levels can be expected due to the large representation in donors in Dili, and Dili being the financial centre with many registered enterprises. Table 2 below shows the operational distinction between the analytical domains, that is, Dili represented by urban sucos of the Dili district and other urban centres represented by the Baucau and Maliana.
8.
As presented in Table 1 the other key distinction between formal and informal enterprises is operationalized as the dividing line between registered enterprises and nonregistered enterprises. This is achieved with the mixed design.
(a)
Informal businesses sample frame 9. Table 2 shows the relevant sucos to be used in the household sample. 
Sampling Allocation
10. Table 3 shows that the sample needs to be stratified. If we make the following assumptions: We need a dataset of 475 informal businesses, one third of all households have an informal business; then we need a sample of 3*475, which is equal to approximately 1,425 households. A non-stratified sample of 475 informal businesses (1425 households) would have a uniform sample fraction of approximately 1/19, which means it would entail contacting 1,070 Dili households, resulting in approximately 360 informal business and 185 households in both Maliana and Baucau, resulting in approximately 60 informal businesses in each city. This is too few to sustain significant analysis.
11.
The sample was allocated such that 295 informal businesses are targeted in the Dili and 180 were targeted in Maliana and Baucau, which gives a more even distribution. This means that according to the estimation, that 3*295 = 885 households will be targeted in Dili and 3*90 = 270 households in each of Maliana and Baucau.
Sampling strategy
12.
The survey team had a composition of one Team Leader (DIT), three researchers/coordinators, and 22 assistant researchers. The survey team formed three field teams where the researchers coordinate the work in each urban centre.
13. The survey teams visited each stratum according to the following 2-stage procedure. In the first stage, aldeias were selected with equal probability. In each aldeia 5 informal businesses (approximately 15 households) are selected and visited. This means that 18 aldeias were visited in both Baucau and Maliana and 59 aldeias were visited in Dili. In all sampling stages sucos and aldeias are chosen with equal probability (EP). 15 The strategy provides a sample that is relatively well spread. Table 4 summarizes the situation: 15 The statistics department was unable to provide the number of households for each aldeia, which would have enabled sampling of the aldeias according to probability according to size (PPS). Instead EP is used, which is still a defendable solution not harming the sampling significantly. In practice this means that it is assumed that all aldeias have the same size in terms of households.
Strata
Number of households
Urban Dili
20,530
Urban Baucau 3,651
Urban Maliana 3,531
Total 27,712 Implementation of sampling stages
15.
With sampling design depicted above in Table 4 , the implementation of the sampling stages is as follows:
• The sample frame stemming from the suco-survey consists of three spreadsheets in which district, sub district, socu and aldeia names are listed with their geocodes for each of Baucau, Maliana and Dili.
• The sample of aldeias was done selected independently in each stratum as follows:
• In Urban Dili, all 208 aldeias were listed with their respective unique geocodes. From these 59 aldeias were selected randomly. In Dili of the sample, 10 aldeias extra were chosen to be used in the pilot survey.
• In Urban Baucau, all 32 aldeias were listed with their respective unique geocodes. From these 18 aldeias were selected.
• In Urban Maliana, all 29 aldeias were listed with their respective unique geocodes. From these 18 aldeias were selected.
Sampling inside the aldeias
16.
The interviewers conducted systematic random sampling in each aldeia. In the TLSS this sampling was done via a household listing operation, in which all households were listed and the required number of households selected randomly. This process is rather strenuous and was beyond the data collection possibilities of the present survey.
17.
Therefore in the present survey a simpler and probably as efficient technique was chosen including the following steps:
• The interviewers contacted the aldeia chief or another knowledgeable person in the aldeia to get the approximate number of household in the Aldeia.
• The number collected was divided by 15.
• The interviewer went around the aldeia anti-clockwise visiting every number of households/15 turning left at every street corner.
• If there were more than two households in an address, the address was counted appropriately.
• If the interviewers got right around the aldeia without having located enough households (informal businesses) to make up the cluster, then they did the route one more time selecting the households that were neighbours to the already selected households. In case of larger aldeias, the interviewers crossed the street of the first household selected and continued the route around the aldeia.
Selection probabilities
18. In urban Dili, urban Baucau and urban Maliana the probability of selecting an aldeia ij in stratum i was:
Where n i is the total number of aldeias in the stratum and m i is the number of aldeias selected in the stratum. Both m i and n i are given in section 3.3, for example 50 and 208 in urban Dili.
19.
The probability of selecting household P ijk with the assumption that all aldeias are of equal size in terms of households is: P ijk = P ij 15/(n ij /n i ) = (m i /n i )*15*n i /n ij = 15*m i /n ij Where n ij is the number of households in the stratum.
The selection probability P ijk is then 1/23.2, 1/13.5 and 1/13.1 in Dili, Baucau and Maliana respectively. This is the number of households selected in the stratum divided by the total number of households in the stratum.
(b)
Formal business sample frame
20.
The business register in Timor-Leste represented the sample frame for the formal of the sampling. The business register has the following characteristics of the enterprises:
• District
• Nationality of ownership
• Individual businesses or company with more employees
• Date of registration
• Business register number
• Company name
• Address
• Phone-number 21. Table 5 shows the distribution of businesses by district, nationality (Timorese, foreign) and type (company, single person) respectively for business registered in 2002 and 2003. *Large enterprises were chosen from the business register via local WB employees pinpointing enterprises known to be very large (approximately more than 100 employees and turnover above USD 1,000,000).
Sampling Allocation and sampling strategy
22.
To reach 475 responses from the formal sector part of the survey, it was necessary to sample 1,188 businesses assuming a response rate of 40 percent (based on experience with earlier surveys).
23.
With the distribution of enterprises depicted in Table 5 above, the sample needed to be disproportionably stratified. A non-stratified sample allocation would mean that almost no businesses would be chosen in the non-Dili area. The sample was stratified to further the chances that a sufficient number of businesses were included in the important analytical domain of nonDili.
24.
The first step given the small number of businesses in Baucau and Maliana was therefore to sample all these businesses (93 in all) (selection probability (p) =1). In the Dili area, the following criteria were applied:
• All large businesses (15) were be chosen since they were a small number and were easy to identify from the business register (p =1).
•
The remaining 1,080 sampling units were sampled so that the enterprises with employees were selected in 80 percent of the remaining sampling units and 20 percent of the remaining sampling units were individual enterprises. • The proportional distribution of foreign and Timorese enterprises was upheld in the remaining part of the sample.
